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Reducing the Cost of Auditing 
B Y RICHARD H . GROSSE 
P A R T N E R , P ITTSBURGH O F F I C E 
Presented before the Accounting Conference of the Penn-
sylvania Electric Association, Pittsburgh — May, 1955 
The title of our subject probably raises two questions - "How can 
we reduce the cost of internal audit ing?" and "What can we do to reduce 
the audit b i l ls of our public accountants?" Substantial savings can be 
made in both areas by giving serious study to the objectives and pro-
cedures of both groups for the purpose of creating a closer coordination 
and correlat ion of the work of the internal auditor with that of the inde-
pendent public accountant. 
It is interesting to note that the Institute of Internal Auditors was 
organized in 1941 and I understand that at their f i rs t regular meeting 
the subject of discussion was "Coordinating Internal and External 
Audi ts" . Since then many papers have been written and much discussion 
has been held on the same subject under various tit les. Even though this 
afternoon we are pr imar i l y interested in public uti l i t ies there are ce r -
tain fundamental principles which must be observed in a l l industries. 
It is my impression that the Control ler 's Department, the internal au-
diting staff, and the independent public accountants do not always have 
a clear mutual understanding of these fundamental principles which I 
wi l l discuss in more detail later. 
Today many companies have large and well organized internal 
audit departments and elaborate procedures and systems have been 
adopted for such departments. Other companies have reached the point 
where they are thinking about creating such a department, and some 
companies may have only one person who has the title of internal au-
ditor. Regardless of the size of your internal auditing staff I plan to 
relate to you some observations which I hope wi l l be helpful in most 
instances. 
Rather than devote a lot of time to a discussion of the desirabil i ty 
of coordinating and correlating the work of the internal auditor with 
that of the independent public accountant I should l ike to relate about a 
dozen of my observations as a public accountant which may appear to 
be unrelated to each other but which I hope wi l l help us a l l in reducing 
the cost of auditing - internal and external. 
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However, before I discuss my f i rs t point I should l ike to invite 
your attention to a special report published by the Committee on A u -
diting Procedure of the Amer ican Institute of Accountants during 1954-
"General lyAccepted Auditing Standards, Thei r Significance and Scope". 
With respect to internal auditing the Committee stated: 
"Where an internal auditing department exists, the independent 
auditor very properly accords that fact appropriate weight in 
selecting and applying his auditing procedures. The advantages 
of strong internal auditing departments are becoming better 
recognized by many concerns of sufficient s ize to warrant 
maintaining such an organization. It may be appropriate, how-
ever, to insert here a word of caution. 
"Internalauditing departments are an important part of the sys -
tem of internal control, part icular ly where a concern has nu-
merous plants or offices. The work of the internal auditor re -
duces the volume of testing and checking required of the inde-
pendent auditor. However, the objectives, purposes, and points 
of emphasis of the two are by no means para l le l . An internal 
audit stresses part icular ly the accuracy of the bookkeeping 
records, the fact that they conform with standard accounting 
procedures of the concern, and the discovery of i r regular i t ies 
and possible shortages. The independent auditor also has these 
matters in mind but they are not his pr imary objective. He 
concerns himself more part icular ly with the soundness of the 
judgments of the management as reflected in the f inancial 
statements and their conformity with generally accepted ac-
counting pr inciples and conventions. Furthermore, one of the 
safeguards of an independent audit is the fact that it is made by 
those independent of the concern under examination. For the 
reasons stated, an internal audit, however efficient, cannot be 
considered as a substitute for the work of the independent 
auditor." 
Therefore, the points I w i l l discuss are not substitutes for the 
work to be performed by the independent public accountant, but they are 
given appropriate weight by him in applying his auditing procedures. 
1. Among other things, the Control ler is responsible for approving 
vouchers for disbursement, and audit b i l ls l ike any other important 
disbursement should be subject to his r ig id scrutiny. Audit fees are 
not based on intangibles that cannot be measured. If the Control ler 
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takes this year 's b i l l and compares it with last year 's b i l l I don't think 
he is doing everything that he should do. A s you probably know, and 
many of you have spent some time in the public accounting f ield, ac -
counting f i rms require their accountants to submit time reports on a 
weekly or bi-weekly basis. The time shown on the time reports is 
pr iced at the various hourly or daily rates, depending on the c lass i f i -
cation of the accountant. The amounts thus accumulated are charged to 
your account. If you were to request a break-down of your b i l l to show 
the number of days and rates by classif icat ion of accountants, I don't 
think it would be very helpful in evaluating the fairness of the total 
charges. 
In addition to the time reports, however, the senior accountant on 
each engagement keeps a time summary. This record shows the time 
spent by each accountant on every important phase of the audit. So that 
at the end of the audit he has an accumulated total of time spent on cash, 
plant property, receivables, etc. These totals are compared with the 
totals of the previous year and a l l mater ial variations must be accounted 
for. A discussion by the Control ler with his public accountant based on 
this type of time summary usually leads into the subject of coordination 
and correlat ion of the work of the internal auditor with that of the inde-
pendent public accountant. And, believe it or not, we welcome discussions 
along these l ines. 
2. Publ ic accountants are usually appointed early in the year by 
the stockholders, board of directors, or auditing committee. This is 
an ideal time for the Control ler, internal auditor, and public accountant 
to have their f i rs t meeting to outline the plans and procedures for making 
the audit. An early start also gives the public accountant an opportunity 
to plan his pre l iminary work as wel l as the work to be done by employ-
ees of the company. 
3. It is an old-fashioned myth that public accountants have magic 
formulas that they use in detecting defalcations and discovering i r r eg -
ulari t ies. It is true that a good public accountant is trained to develop 
fraud-sense and by experience learns to recognize danger signals in 
connection with his work. But basical ly, as he states in his certi f icate, 
his audit is based on generally accepted auditing standards. The extent 
to which he makes his tests is governed by his evaluation of the system 
of internal control. If, year after year, he is required to perform an 
excessive amount of work in some part icular department or on some 
phase of the audit because of a weakness in the internal control, some-
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thing should be done about it. And I don't believe that having your public 
accountants do some additional checking or veri fying is a cure for some 
weakness in the system of internal control. So, if your accountants are 
in the habit of wri t ing you a letter of suggestions or c r i t i c i sms each 
year in connection with their annual audits it may pay off in the long 
run to heed their suggestions. 
4. I think we are making progress but there are s t i l l a few Con-
t ro l lers who wi l l not admit that the f inancial statements and the foot-
notes are representations of the company, not the independent public 
accountants. Much time of the public accountants can be saved if the 
Control ler 's department w i l l recognize the responsibi l i ty of drafting the 
statements and footnotes. But more important, if the Control ler and his 
assistants are constantly "statement and footnote conscious" they wi l l 
become more aware of any implications that may ar ise in connection 
with the negotiation or drafting of new agreements, contracts, etc. The 
same thought applies, of course, in connection with tax returns and re-
ports required by the Securit ies and Exchange Commission and other 
regulatory bodies. In other words, it is necessary to keep in mind at 
a l l t imes a l l the rules and regulations not only in setting up the entries 
in the books but report requirements as wel l . Furthermore, I cannot 
overemphasize the wisdom of consulting with your independent public 
accountants on a l l these matters during the year as they ar ise. Much 
time and grief can be avoided if this is done instead of waiting until the 
books are closed and the printer is waiting for approval of the f inal 
proof. 
5. Arrange for copies of important contracts, minutes of meetings, 
etc., to be made for the public accountant. See to it that he gets these 
during prel iminary work. It takes time to make excerpts. 
6. There have been cases where the public accountant has requested 
an employee to prepare an analysis in a certain form. It later developed 
that the basic information was already available in a different form of 
report which was prepared regularly for internal purposes. Had the 
Control ler 's department been aware of this situation ear l ier it is ob-
vious that such wasted time would have been eliminated. If your public 
accountant insists that the information he requires must be in a certain 
form only, i t 's a good idea to find out what purpose the analysis serves. 
On the other hand, a slight revision in your form of report may help to 
serve more purposes in a more efficient manner. 
7. In connection with every audit we require our accountants to 
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make what we usually cal l an Analyt ic Review. 
In a general audit we go no farther in systematic auditing than to 
test the original records, so that there is a considerable part of the 
period that is not covered by the systematic audit of transactions. It is 
therefore necessary to supplement the audit tests by review of the 
transactions for the entire period. As a matter of fact, it is more 
logical to regard the systematic audit tests as superimposed upon the 
general analytic review than to regard the review as supplementing the 
audit tests. At a l l events, the analytic review of operating accounts 
should be regarded as fundamental and indispensable, in any engagement 
where the report is to include, and the certif icate to cover, a statement 
of income and surplus — or any of its variants - - regardless of the 
existence or absence of internal control. 
The procedure in making an analytic review of operating accounts 
can be outlined only generally. It involves subjecting each detail oper-
ating, income, profit and loss, and surplus account to r ig id scrutiny, 
and to some extent to detailed analysis, in an effort to prove its sub-
stantial correctness as far as practicable without systematic audit of 
the transactions. Such review and analysis cal ls for the exercise of a 
high degree of judgment and discr iminat ion. 
In discussing this phase of the audit with our accountants we are 
continually stressing that we do not require voluminous working papers. 
If the Control ler 's department and Internal Auditor make an analytic 
review of the operating accounts each month it can be readily seen that 
if their findings are made available to the public accountant - especially 
during pre l iminary work - much time can be saved. Probably, even 
more important, you can render a greater service to management 
currently so that operating pol ic ies can be modified immediately, if 
necessary. 
8. The public accountant can place greater reliance upon the work 
performed by the internal auditor if the following conditions prevai l : 
(a) The independence of the internal auditor has been recognized 
because he is not under the jur isdict ion of the department he 
is auditing. 
(b) A comprehensive written program is available. 
(c) Working papers are available, or are not too sketchy to sub-
stantiate the work that apparently was done. 
(d) The internal auditor wrote a report covering his examination. 
9. In too many cases internal auditors are mere figure checkers. 
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This may be due to several reasons: 
(a) He probably shouldn't have been hired for the job in the f i rs t 
place. He may lack the proper educational background or he 
is not suited for internal auditing. Perhaps too much em-
phasis was placed on pr ice rather than quality when he was 
employed. 
(b) His duties were not properly outlined and explained. 
10. Frequently internal auditors check too much detail. If the 
internal auditor is of competent cal iber and this condition exists we have 
an unfortunate situation. However, steps should be taken immediately 
to correct it. Proper supervision and review of his work should help 
to avoid a future recurrence of this weakness. Setting a time budget is 
also helpful in cutting down on the time spent in checking too many 
details. 
11. You are not going to help the morale of your internal audit 
staff if you permit your public accountants to use them as junior c lerks 
in making the annual audit. One objective to be sought in coordinating 
the work of the internal auditor with the public accountant is the hope 
that your public accountants w i l l improve the auditing techniques of your 
internal auditors. 
12. Although the internal auditor need not be a systems and pro-
cedures expert, he should be systems and procedures conscious. For he 
is the one who can combine the audit of detailed transactions with a 
simultaneous review of the efficiency of the sys tem- - if only he has the 
necessary imagination, and the background. 
13. We s t i l l have difficulty in some cases in convincing a client 
that a f i le c lerk can save many dol lars in professional fees. Too much 
time is spent by public accountants in pull ing vouchers, sorting checks, 
and performing other c ler ica l duties. Another reward not to be over-
looked in assigning one of your c lerks to assist in this work is that you 
wi l l be able to find the vouchers after the auditors have left the job. 
14. In a recent art ic le on this subject the author made the follow-
ing statement "It has been variously estimated that it takes a trained ac-
countant 70% to 90% more time to write histor ical facts and figures on 
paper than it takes him to check the same facts and f igures." Far be it 
f rom me to question the validity of these percentages but I am sure that 
we wi l l a l l agree that analyses prepared by the cl ients' employees, who 
are on the monthly payrol l , cost much less than analyses prepared by 
the public accountant, whose fee is based on per diem rates. 
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